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The research was initiated with the purposes of 
examining the potential of commercial lending market in 
China, and suggesting roles for the American banks to tackle 
the market. The research was aIso prompted by the
conspicuous absence of research literature on studies 
relating to the commercial lending market in China,
Through this research, the writer observed that China's 
economy was borrowing after China adopted the open policy in 
1978. China needs a substantial amount of foreign
investment for its economic development and progress. The
economies in the four special economic zones and the 
fourteen coastal cities were acclerating i n a more faster
speed. T he export and import in China also expanded in the
period. The economic outlook in future is optimistic.
The booming economy provides a favourable environment 
for investments. In order to study the role of American 
banks in the commercial lending in China, the writer 
investigated the demand, market and competition of 
commercial lending in China. It was found that the demand 
was increasing and expected to grow in the future. However, 
the competition in the market is very keen and the profit
for the lending is very thin .
In th e area of opinion s u r v e y , it wa s  f o u nd t h a t  mo s t  
American bank s were quite con se r v a live  in the China  m a r k e t ,  
although the b u s i n e s s  v o l u m e  i s  g r o w i n g . T h e  ba n k e r s  a g r e e d  
th a t C h i n a  wa s  a market for  t h e  ban k s , b u t  i t  wa s  o n l y  f o r
long term opportunity.
Facjng these circumst ances, the writer suggested that 
the American banks should adopt an advisory role and 
middleman role in th e short run . In the long run, the banks 
should adopt a lender role and m i d d 1eman ro1e s . In order to 
access the market, it was better for the American banks to 
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After the communist takeover in China in 1949, Mainland
China was sealed off from West for 30 years. In 1979, China
was re-opened to the West. Four special economic zones and'
fourteen coastal cities were opened to foreign investors to
absorb foreign investment and induce foreign technologies to
speed up China's economy. Some forms of capitalism were
tolerated, if not accepted, by the Chinese government.
Nevertheless, trade and business were allowed between
foreign countries and China. As China is a country with one
billion population, many people find that it is a market
with tremendous potential and opportunties.
In the past decade, the world economy was under
depression. In Latin America, the economy was ruined, many
Latin American countries failed to repay their loans and
interest.- Banks wrote off a large sum of had debts. money
was lost in Latin American market. The scenario was also
not very optimistic in Europe and United States. By
speculating the circumstances, China is a place which can
provide a promising investment envirionment to the
investors. Companies flew from various countries, United
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Kingdom, United States, South Korea, France, Japan, Hong
Kong, and etc. They started to enter or re-enter the China
market after China re-opened its door to the West in 1979.
Hong Kong, a British Colony which was ceded to Britain
on 1898, is playing a significant role on the four
modernization program. Due to its strategic location, Hong
Kong become a key for the foreign investors to enter the
China market. Hong Kong is also one of the four largest
financial centres in the world. Many international banks
set up their representative offices or branch in Hong Kong.
The financial activities in Hong Kong are very pronounced.
In 1984, there are totally 140 licensed banks in Hong Kong
plus 1547 Representative offices and branches. The
competition in banking market is nearly saturated.
Therefore most banks have intention to explore new markets.
China is undoubtedly a great market for the banks. As
China needs to absorb a huge amount of foreign capital for
its four modernization program. Financing is a key issue
for its economic progress. A great demand of commercial
lending is needed by China. Thus commercial lending market
provide great opportunities to financial institutions.
However, the PRC commercial lending market is so green
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that the study and research concerned wi th this area are
relatively few. In order to supplement this insufficiency,
this paper will study with the role of American hanks in PRC
commercial lending market.
Importance of the Study
The PRC commercial lending market is strange and new to
foreign bankers. Most banks have little experience in
dealing business with communist country. The study wi II
group up the experience accumulated by the pioneers. A
clear picture of the PRC commercial lending market is also
presented so that there is a more understanding to the
market.
The alternatives were also formulated and analysed.
Their advantages and pitfalls were also discussed. The
banking practitionors can review their own plan of actions
in order to position well in the market. Newcomers can also
get insights to highlight their ways to tackle the market.
The writer also hopes that the study can arouse the
interest of other researchers so that in-depth studies will
carry on in the future.
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Objectives of the research
In carrying out this exploratory research, the writer
has several objectives in mind:
1. To investigate the China's economy after 1979
and project the China's economy for the following
five years.
2. To understand the commercial lending market in
China.
3. To present roles pursued by the American Banks
recently.
4. To formulate and analyse different possible roles
which can be pursued by American ban.ks in the PRC
commerical lending market.
The Scope of the Researc
This is an exploratory research. As the topic is
rather current and new, there are few literature concerning
about this field. Most data was collected from magazines,
journals and newspapers. Valuable statistic was also
located in the published matters by China's offical
publications. Besides this secondary data, opinion survey on
the bankers from major American banks was the primary source
of information for this research. Bankers from eight major
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American banks were interviewed. Thrit opinion were
synthesised as a ground for discussion.
In this research, only the American banks were
studied, although part of the analysis may also be applied
to the other banks. Secondly, it was assumed that these
American banks had their operations in Hong Hong, hence, the
research may not be applicable to those American banks which
have no base in Hong Kong. Thirdly, as the financial market






A number of terms need to be defined in this research so
as to minimize misinterpretation at later stages. The
writer acknowledge that he had to base such definitions by
quoting authorities rather than to invent some defin it ions
of his own. Moreover, the writer also elaborated the
thinking and ideas that he wanted to convey to the readers.
Role
In a essay written by Parsons, he defines role in
following terms:
But since the typical individual participates in
pore than one collectivity, the relevant
trcutural unit is not the total individual or
personality, but the individual as a role. In
Lts normative aspect, then a role may be thought
of as the system of normative explorations for the
perforrnance of a participating individual in his
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capacity as a member of a collectivity. The role
is the primary point of direct articulation between
the personality of the individual and the structure
of the social system.'
Thus, a role of a American hank is considered as a
system of normative expectations for the performance of a
participating individual in its capacity as a member of a
collectivity. This collectivity is named as People's
Republic of China.
American Bank
An American bank is a member of U. S, banking system
which is made up of almost 15,000 sepd rately chartered
commercial banks. It is subject to a variety (often
overlapping) regulating authorities. There are three
primary bank regulating agencies, namely, the comptroller of
the Currency, the. Federal Reserve System, and the Federal
Deposit Insurance Corporation. In addition, there are 50
state banking departments. Different types of hanks are
subject to the authority of one or more of the above
orgsanization, depending partially on charter.
Since the research is conducted In Hong Kong, the
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American banks studied are limited to those which have
international operations and a Hong, Kong base.
Commercial lending
Commercial lending is the type of loans for commercial
purpose. The loans include commercial paper. acceptances,
calls and dealer money, mortgages, comsumer credit, business
loans and federal funds.
Thus, the state loan lending to China government is not
a commercial loan, as it is usually interest-free and
utlization of the loans is limited to non-profit making
projects. The loans which lends to China government for
profit making, then classified as commercial loans. Other
kind of financings, such as project financing, _lease
financing, trade financing, energy financing are classified
as commercial lending.
People's Repulbic of China
It referred to the Mainland China which is governed by
the communist party. In the following context, the tern
'China'. 'Mainland China', 'PRC" are used interchangeably
with People's Republic of China.
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Research Design
Since this research is essentailly exploratory in
nature. The purpose of the research is to generate ideas,
which in turn will provide the basis for. lurture research
and action. Highly flexible unstructured, quantitative
research approaches tend to used for this exploratory
research. The output is insights and ideas as to possible
decision alternatives or causes of a problem.
There is no hypothesis for this exploratory research.
This is beacuse of the following reasons.
1. there is no information that. would suggest the most
tentative hypothesis.
2. No previous research considered this area.
The writer hopes that research is useful- for
establishing answer to among research question and for
learning about the practical problems of carrying out
business in China.
Sources of Information
As the field is rather new and current, there is no
major sources of information. The writer has conducted a
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extensive search to collect the information. Neverthelss,
there are two major sources.
Library Search
A comprehensive literature review was carried out before
the survey work. The purpose is to collect some useful
secondary information to facilitate conduction of opinion
survey and the analysis of findings. Information was also
collected from magazines, newspapers and periodicals. The
lists of reference books, publications, and magazines were
listed in bibliography.
Research Interview with Bankers
Prior to the research interviews, a preliminary interview
had been carried out with a banker, Miss Carol Tsang. She
is also a MBA graduate from the Chinese University of Hong
Kong. The purpose of the prelminary interview was to
facilitate the conduction of the following interviews and
get a basic understanding of the commerical lending market
in China.
Then esteemed American banks were selected from the
American Chamber of Commerce Directory. Ten banks were
11
selected, and bankers from eight banks were Interviewed.
The remaining two banks were not interviewed because they
were not in the market.
Data Collection
The data Collection process was divided into two stages.
The first stage is the library search. Literature and
Publications from library serach were used for the research.
Besides the library serach, current issues about the PRC
commercial lending market from July 1984 to April 1.985 were
collected and added to information base. The information
was was mainly from Asian Wall Street Journal, South China
Morning Post, and Hong Kong Economic Journal.
The secondary stage is the research interview stage. A
letter for interview was sent out to hankers of selected
banks in Februrry 1985. A sample of the letter is shown in
Appendix. The interview were carried out in March 1985.
The interviews were semi-structured. The reason for a less
structured and more intensive interview was that it allowed
a longer, more flexible relationship with the respondent so
that the resulting data had more depth and richness of
context- which also means a greater potential for new
insights and perspectives. A list of selected for interview
12
was listed in the nnnpn-
Limitations of the research
Since this is a exploratory research, the reader should
be aware of the limitations of the research.
Representativeness of the sample
Although eight large American banks in Hong Kong wei
selected for the research, the results may not t
projectable to the population. Furthermore, the banks whit:
were not in the market were not interviewed as they claime
that there was no position for then to comment on the issue
Nevertheless, their opinion was also si.gni ficaant, but no
included in the research.
Interpretation of the results
The flexibility of the quanlitative approach gave the
writer great latitude in directing the question. The writer
may also subjectively and selectively interpret the thought
and comment to support his particular point view. Although
the writer had tried his best to be objective. Nevertheless,
some degree of subjectivity may be found in the researh.
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Application of the research
As the study was only applied to the American hanks in
Hong Kong, it may not he so applicable to the American banks
in oversew an nthor hnnkc_
In view of these limitations, the writer suggested that
this research should be used strictly for insights into the




MACRO-ANALYSIS OF CHINA'S ECONOMY
After the Third Plenary Session of the 11th CPC Central
Committee, China has adpoted an open policy in a bid to
carry out actively economic and technical exchanges for
accelerating China's socialist moderization. This chapter
examined the Chinese economy after economic reform from
1979, economy in four special economic zones and fourteen
coastal cities, the sceniaro in China's foriegn trade, and
future outlook in the Chinese economy.
China Economy after 1979
When the writer compared the key economic indicators in
1978 and 1982. The writer found that China enjoyed a
drastic economic progress in only four years. In China, the
total population increased slightly to 1.01 billion in 1982
from 962 million in 1978. But the gross national product
increased 41% to 424.7 billion RMB from 301 billion RMB in
1978.
The comsumption in both the actual volume and
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percentage of gross national product also increased
significantly. The total consum1iti_on increased 60% to
302. 1 billion RMB in 1982. The total natinal consumption in
1978 was 188.8 billion. The consumption rate also grew to
71% in 1982 from 63.9% in 1978.
China also stipulated the importance of fixed asset
investment. The fixed asset also increased 26% to 8. 4r-
b RMB in 1982. The emphasis was shifting from
agriculture and heavy to light industry, In 1978, the
weight of investment in agriculture, Light industry, heavy
industry was 10.6. 5. 8. 48. 7, i t changed to 6. 1. 8. 4
38.5 in 1982.
The educational Ievel in China also upgrade
significantly. The illiteracy rate dropped from 38. 1% i
1964 to 23. 5% in 1982. The percentage of population tha
had secondary and post-secondary level a1 so increase
significantly. In 1964, the percentage of population tha
had secondary level was 4.7% and post-secondary level wa
1. 3%. In 1982, the percentage rose to 17. 8% and 6. 6
respectively.




KEY ECONOMIC INDICATORS FOR CHINA
FROM YEAR 1964 T O 1982
1964 1978 1979 1980 1981 1982
Population
691 962 975 987 1000 1010
(million) Gross National
Product
3010(billion RMB) 369 394 425
Consumption
(billion RMB) 189 252 278 302
Consumption
rate 63. 8% 68.4% 71.5% 71%
Fixed Asset
Investment




Agriculture 10.6 11.1 9. 3 6. 6 6.1
Light Industry 5.8 5. 9 9. 1 9.8 8.4











Illiteracy 38.1% 23. 5%
Source: Almamac of China's Economy 1983
18
Economy in Four Special Economic Zones
and Fourteen Coastal Cities
Shenzhen Special Zones
The Shenzhen special zones set the pace in the
development. By the end of 1983, it had completed 1.93
billion RMB of capital construction projects, with a total
floor space of about 3.28 million square meters constructed.
The construction and development of the Shenzhen special
zone attract more and more foreign business. Up to 1983,
the zones had signed with foreign investors economic and
technical cooperation agreement covering 2,378 projects of
the 12.5 billion Hong Kong dollars in total amount. The
output value of these enterprises in 1893 came to 250
million RMB. The zone has imported and are importing
advanced technology and equipment. Progress has also been
made in mastering, digesting and applying expertise of
managing socialized production. Besides, the zones has also
blazed a new trail in the transformation of labour and
personnel system and factory management, tourism and
commerce. -As a result, its economy has developed rapidly.
In 1983, its industrial output value amounted to 720 million
RMB, agriculture output value, 147 million RMB, local
revenue, 250 milliom RMB, and local foreign exchage earning
19
, 67 million U. S. dollars. Compared with 1979, the
industrial output value was up 29%, local revenue rose 7
times, local foreign exchage earnings at least doubled.
Wages of urban workers and staff members rose 88%, and
average per capita income in rural. areas increased 196%.
Zhuhai Specia I Zone
Zhuhai has spent 70 million RfB on capital construction
projects over the past four years. It has completed the
construction of Jiuzhou Harbour, opened a passenger shipping
service to Hong Kong, built a heliport and started a number
of industrial, transportation and tourist projects. The
zone will use 1 billion U. S. dollars of foreign capital for
its construction and development.
Shantou Special. Zone
The Shantou special zone has completed 38 million RMB
infrastuctural projects for the first phase construction of
the 200, 000 square meter area. They included standard
workshops and service facilities. Six factories have
started production.
Xiamen Spei cal Zone
20
The first phase of infrastructural construction in an
area of I. 1 million square meters is in full swing in Xiamen
special zone. Over 50 million RMB have spent. Two
factories have gone into operation. The deep-water wharf at
the •Dongdu harbour and the Xiamen International Airport were
completed and put into service in 1983.
Dalian
Dalian is a comprehensive industrial city with
machine-buliding, metallurgical, petrochemical,
electronics, light and textile industries as the main
sectors. There are over 1,800 industrial enterprises in the
city. Dailain has good, land, sea and air communications.
It is a gateway of the three provinces in Northeast China
and Inner Mongolia and also a water-land transport hub
connecting Northeast China with Asia and America. The city
has 5,000 shops, including nearly 20 large shops.
Qinhuangdao
The city's 696 industrial enterprises turned out 887
million RMB worth of products in 1983, with
machine-building industry accounting for 25%, building
materials industry accounting for 21%, food processing
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industry, 19% and textile industry, 6%. The city's 1983
retail sales voulme reached 673 million RMB. It has 2,500
stores, 7100 individual businessmen and 60 open rural and
urban markets.
Designated as a trading port since 1898, the city has
become one of China's ports. The city now purchases 61
million RMB worth of goods for exports. HeilongJiang, Jilin
and Liaoning provinces and the Inner Mongolian Autonomous
Region have set up their foreign trade organizations i.n
Qinhunagdao
Tian jin
The gross output value of the industry and agriculture
amounted to 25.2 billion RMB in 1983, of which industrial.
output value was 22.92 billion RMB, and agriculture output
value, 2. 29 billion RMB. The city boasts over 45400
enterprises with an employment of more than 1.3 million.
The Tianjin harbour is the 'biggest man-made harbour in the
North China. The city is a major railway hub, connecting
the Beijing- Shenyang and Beijing-Shanghai rail-ways. It
also has highly developed transport and communication
facilities. The city has 25,350 shops and shopping centres.
Its 1983 retail sales voume totalled 4.74 billion RMB.
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Yantat
Yantai has more than 2,600 factories, producing
foodstuffs, machines, electronics and light industrial
goods. Their 1983 output value was 4.65 billion RMB. The
city's retail sales volume was 2.76 billion RMB in 1983. As
a major outlet of export commodities in Shandong, Yantai has
established trade relations with over 90 countries and
regions. The city purchased 810 million RMB worth of goods
for export in 1983.
Qingdao
Qingdao has 1, 888 industrial enterprise, including 15
large ones, employing 855,000 people. Their 1983 output
value totalled 7.76 billion RMB, of which, light industrial
output value took up 4.88 billion RMB, a 62.9% of the total.
Heavy industrial output value was 2. 87 billion RMB,
accounting for 37.1% of the total.
Lianyungang
The city has 1,227 industrial enterprises employing
146,700 people with 705.53 million RMB of fixed asset. Their
1983 industrial output value totalled 1,352 million RMB,
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62.7% more than in 1978. The city also has a total of
19,901 various stores and other services centres in addition
to 150 rurual markets. The aggregate volume of reta it soles
reached 826. 26 million RMB in 1983.
Nan t on g
Nantong has a well developed modern industry. Since
liberation, Nantong's economy has developed rapidly with a
12% average annual increase in its industrial. output value.
The 1983 industrial output value was 6 billion RMB.
Nantong's export trade has grown rapidly since 1979. The
1980 volume of foreign trade doubled the 1979 figure. Last
year, a total of 290 Nantong factories produced more than
350 kinds of exports which go to 89 countries and regions.
The cities purchased 720 million RIM 11 worth of goods for
export in 1983. Nantong now has economic relationship with
Japan, the United States, Britain, and Hong Kong region and
has established contacts with other countires when it opens
wider in the coming years.
Shangha i
Shanghai's gross output value was 78.9 billion RMB in
1983, a 6.6% increase over 1982, and its national income was
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30.3 billion RMB, up 6. 6%. The industrial and agriculture
output value was 71.94 billion RMB, up 6. 5%. Among
Shanghai's 8,562 industrial enterprises. 5,577 are of light
industry and 2,985, heavy industry in term of size, 480 are
large and medium-sized enterprises and the remaining 8,052,
small one. The total industrial output value was 67. 86
billion RMB in 1983, a 6.6% rise over 1982. Of this, light
industry brought in 37. 72 billion RMB, up 5. 1% and heavy
industry, 30.14 billion RMB, up 8.5%. Stated-owned shop and
supply and marketing cooperatives purchased 18.18 billion
RMB worth of goods in 1983, a 4. 1% increase over 1982.
Goods worth 12.41 billion RMB were shipped out of the city
to other part of China. Shanghai's retail sales amounted to
10.66 billion RMB, up 10.4%.
The city now trades with 166 countries and regions, and
run 20 international shipping routes. Shanghai now exports
more than 3,000 commodities, with the 1983 export volume
being 3.65 billion. U. S. dollars. The 1983 import volume
with the city's own foreign exchange was 70.9% greater than
1982.
Ningbo
Ningbo' s industry consists mainly of light industry
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textile and processing factories and small workshops of the
local industry. In 1982, there were 21,200 general goods
shops, and catering and service trade shops and booths in
the city, employing 73, 000 people including 6,848 pedlars
and venders. For per thousand people there were about 4.4
retail shops as well as 15.52 personnels, In the urban and
rurual areas 312 peasant markets had been restored or newly
established. The 1982 volume of retail. sates was 1.543
million RMB
Whenzhou
Whenzhou has been well-known for its condensed miIk,
surface bricks, wax paper, leather and shoe making. It ha s
also begun to process foodstuffs, produce textiles, chemcial.
and electronic computers. The city is now strong in eight
sectors of industry, namely, food processing, computer,
instrument and meter, shoe-making, shipbuilding and ship
dismantling, and building materials.
Fuzhou
The total industrial output value in 1983 reached 2.59
billion RMB, up 14.02% against the 1982 figure, while the
industrial output value for the Sino-foreign joint venter
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enterprise .was 210 million RMB, representing 8.1% in the
total industrial output value. The value of exports
supplied by Fuzhou reached 1 billion RMB in the five years
between 1979 and 1983, with a 6.9-fold increase over the
1978 figure. The exports of 37 items directly handled by
Fuzhou in 1983 were US$5.77 million, 120% more than the 1981
figure. 1981 was the first year when the city was given
the right of direct handling of import and export trade. By
the end of 1983, Fuzhou had imported 677 items of production
lines and equipment with the total value of US$ 50 million.
Guangzhou
Employing a total of 780,000 people, the city's 4,007
individual enterprise turned out 11.87 billion RMB worth of
products in 1983. The city has 147 of China's 164 sectors
of industry. The state-owned shops sold 4. 63 billion RMB
worth of goods in 1983. Total social retail sales were 5.05
billion RMB. The city has been China's major gateway to the
outside world since the Qing Dynasty. It now imports and
exports 8 billion RMB worth of goods a year, and trade with




The city has more than 300 factories and their major
products include phosphate ferilizer, sulphuric acid, cement
etc. Zhanjiang is a major base in south China for offshore
oil exploration and development. In 1983,,eight foreign oil
firms were operating in the western part of the South China
Sea
Beihai
The gross industrial output value in 1983 was 140 million
RMB. In 1983, the city had 1 2 3 indust r. ial enterprises. The
city's total export value in 1983 was 41.91 million U. S.
dollars. It now has trade contracts with 60 countries and
regions in Asia, Europe, America, Oceania and Africa.
China's Foreign Trade Activities
China's foreign trade within the period from 1950 to
1972 was small in volume. In. 1950, the total amount was
$1.1 billion. After about twenty years, it increased only
to a amount of $6.3 billion in 1972. After. Nixon's China
visit in that year, the forign trade sky-rocketed 74% to a
total amount of $10.9 billion in 1973. The forign trade
increased at a average rate of 15% within the period from
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1973 to 1978. The total amount of foreign trade in 1978 was
$20.6 billion. In 1979, China adopted an open policy, the
foreign trade activities became more active and reached a
record of $49. 9 billion in 1984.
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TABLE 3. 2
FOREIGN TRADE IN CHINA
FROM YEAR 1950 TO 1982
Year Total Exports Imports
Value Growth Value Growth Value Growth
rate rate rate
1950 1. 1 100% 0.55 100% 5. 83 100%
1972 6. 31 30. 2% 3.44 30. 6%' 2.86 29. 6%
1973 10.98 74.2% 5.82 69. 0% 5. 16 80. 4%
1978 20. 64 39. 4% 9. 75 28. 4% 10.89 51%
1979 29. 33 42. 1% 13. 7 40. 2% 15.68 43. 9%
1980 37.82 28. 9% 18. 3 33.8% 1.9. 55 24. 7%
1981 -0.3%40.37 6.8% 20. 89 14. 3% 19. 48
1982
-10.339. 30 -2. 7% 21.82 4.4% 17.48
1983 40. 73 3. 6% 22. 20 1. 7% 18. 53 6.0%
1984 49.99 23. 6% 24. 44 10. 9% 25. 53 37. 3%
Source: a. Almamac of China's Foreign Trade and Economy 1983
b. Asian Wall Street Journal. 23rd January 1985: p.3
Note: The value of imports and exports are in U. S.S billion.
The growth rate is percentage change over previous year.
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From the statistics, the writer also discovered that
China adopted a 'balanced trade' policy. The total amount
of imports was approximately the same as that of exports
from the year 1950 to 1984.
China also improved in her export share and ranking in
world total exports. Her export share increased from 0.72%
in 1970 to 1.23% in 1982. This improved China's rank from
the thirtieth. position to the sixteenth poistion in 1982.
China traded with more than 170 countries. Its biggest
trading partners in 1984 were Japan, Hong Kong, and the
United States. China's trade with Japan rose 36% to $12.27
Billion, with a chinese deficit of$ 1.7 billion. China's
trade with Hong Kong increased 56% to $11.88 billion with a
chinese trade surplus of $4.0 billion. The Sino-U.S. trade
increased to a record of $6.07 billion, with imports of
$3.78 billion and exports of 2.28 billion. The previous
high for Sino-U.S. trade was $5. 5 billion in 1981. It
slipped to $4.3 billion in 1983 by U. S. calculation and
$4.02 billion according to the Chinese.
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TABLE 3. 3
CHINA'S MAJOR TRADING PARTNERS
IN YEAR 1983 & 1984
1983 1984
Country Total Trade Value Exports Imports Total
(U.S. $ billion) (U. S.$ billion)
9.09 5.28 6.99 12.27Ja Pan
Hong Kong 7.6 7.94 3.94 11.88
United States 4.01 2.28 3.78 6.06
Source: (a) Asia Wall Street Journal, 23rd January 1985
(b) Hong Kong 1985
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Future Economic Outlook
China has announced her seventh five-year plan for the
year 1986 to 1990. The objectives of the five-year plan
were:
a. Continue to develop the national economy in a
sustained stable manner
b. Lay a solid foundation and create the necessary
conditions for the implementation of the eighth
five-year plan and
c. Continue to improve living standards.
Priorities in the economic developments were also
stated explicity in the economic plan. The priorities were
a. Continue to attach key importance to agriculture and
work energetically to improve the inner structure of
agriculture, especially the crop pattern, so that
agriculture production will increase according to
market denmand.
b. Strive to coordinate the development of energy
production and communications, with the production of
electricity as the mainstay.
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c. strive to expand production of consumer goods on a
large scale and further strengthen the urban and rural
market, so as to meet demand.
d. Give emphasis to the technical transformation of
existing enterprise by rebuilding and expanding,
rather than overbuilding with new projects.
e. Readjust the industrial structure a concentrated
effort will be made to develop a selected number of
emerging industries the latest technology will he
used to achieve faster transformation of tradition
industries and service industries of all kinds will
be promoted.
f. Increase investment in people's intellectual
development and expand various forms of higher
education to train more ski_Il.ed people whose supply
determines the success or failure of all construction
undertaking.
g. Remain open to the outside world and expand the
country's economic and technical exchange and
cooperation with foreign countries.
It is projected that China will continue her open policy
in the future. The political climate will. also he stable
and favourable for foreign investment. However, some
specialists were afraid that there might he infighting to
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undermine recent economic progress in the post-Deng China.
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Chapter IV
THE COMMERCIAL LENDING MARKET IN CHINA
1 tie Demand for Foreign Capital in China
Utilization of foreign capital is an important item in
the open policy, which began to he adopted in 1978. In the
past several years, China has made remarkable achievements
in utilizating foreign capital, which have played an active
role in readjusting China's national economy and speeding up
economic development. From 1979 to the end of 1983, 2531
agreements were signed which totalled to U. S.$ 21.4 billion
foreign capital. The actual amount of foreign capital
utilzed totalled U. S.$ 14.62 billion within this period.
There were basically two forms of foreign capital-
external loans and foreign investment. The external loans
amounted to 14 billion, of which 11.9 billion were actually
utilized. The direct foreign investment totalled U. S.$ 7.45
billion, of which U. S.$ 2. 69 b i l l i on were lit i 1 ized. Various
forms of external loans and direct foreign investment are
shown in the following table.
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TABLE 4. 1
STATEMENT OF CHINA'S UTILIZATION
OF FOREIGN CAPITAL, 1979-1983
Project Agreement Utilized
Number Amount Amount
Total 2 351 21488 14624
External loans 79 14035 11938
Loans from foriegn
Government 67 3337 21 94
Loans From Int'1
Fin. Institutions 12 1958 1008




Investment 2452 7452 2686
Joint venture 190 315 173
Contractual
Joint venture 1123 3230 758
Joint Exploration 31 2423 788
Fully Foreign-owned
Enterprises 4 371 83
1060Compensation Trade 831 601
Other 281 281
Source: Almamac of China's Foreign Trade and Economy
1983. P. 1092-1099
Note: The value is in U. S.$ million
2351
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Utilization of foreign capital
Generally speaking, forei gn ca pi till is useed in two
fields: the key.construction projects and the technological
reformation of existing enterprises. The medium and long
term loans provided by foreign governemnts and international
financial organizations were mainly used in the projects
which need more funds and long construction periods, such as
The direct investments were
mainly be used in the following ways:
1. to exploit the natural resources sorely needed both
at home and abroad.
2. to set up some tourist facilities.
3. to introduce advanced applicable technology.
Benefits Gained by the Utilization
of Foreign Capital
In recent years, the achievements in utilization of
foriegn capital are manifested mainly in three aspects.
First, loans have been used for carrying out projects in
infrastructure construction. A number of projects have been
carried out in such fields as energy exploration, railways,
ports, agriculture and education. The realization of these
projects will be of positive significance to the
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acceleration of China's economic development.
Second, direct investments were utilzed to import
advanced technology and equipment which is helpful to the
technological reformation of the existing enterprises and to
the upgrading of product quality and increasing products for
export, as well as to enliven the domestic market.
Third, the utilization of foreign capital can also widen
the cadres' perspective, enhance their understanding of the
cooperation with foreign countries, and advance their
economic managerial levels and skills in the work of foreign
economic relation and trade.
Demand for Foreign Capital in the Future
There will still be a great demand for foreign capital
in the coming years. China plans to attract U. S.$ 30
billion in foreign funds in its seventh five-year plan.
About U.S.$ 5 billion to U. S.$ 7 billion will be direct
investment during the period. The remainder will be mainly
in low interest loans from foreign governments and
financial institutions.
Forms of Foreign investments
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The foreign investments are induced in several forms,
joint venture, contractual joint venture, joint exploration,
compensation trade, possessing and assembling, leasing,
company debentures and fully foreign-owned enterprises.
Joint Vulture
In the form of a joint venture, the foreign investor
forms a limited company with a Chinese enterprise or
individual. The foreign partner can stipulate the amount of
capital share and profit sharing rules. The joint venture
is managed collectively by both the foreign and the Chinese
partners.
Contractual Joint Venture
In a contractual joint venture, the Chinese partner
provides land, natural resources, labour and other.
facilities. The foreign partner is responsible for
providing capital, technology, material and high-tech
equipments. The form of investment and the sharing of
profit are stated in the contract.
Joint Exploration
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In a joint exploration, the foreign partner takes the
risk in the preliminary exploratory stage. The foreign
party is totally responsible for the fund in the exploratory
stage. The foreign and and Chinese partner will then invest
together in development and production. Whenever there is
profit, The Chinese partner retains a fixed portion. The
remaining portion will be paid back the investment, interest
and a predeterminated return to the foreign partner.
Compensation Trade
The foreign investor provides capital, production
facilities, equipment, or technology to China. After the
goods are manufactured, exported, the revenue is used for
repayment. In practice, China pays back the investment,
loans plus interest back to the foreign partner by
installments.
Processing and Assembling
The foreign investor provides all or part of the raw
material and parts, in addition to the technology and
equipment. China then manufactures the finished product
according to the specifications stipulated by the foreign
partner. The products are then sent back to the foreign
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partner and the foreign investment is paid hack by deduction
from processing charges.
The Importance of Commercial Lending
in Foreign Investment
From 1979 to 1984, China absorbed U.S.$ 15.8 billion of
foreign funds, and about 3. 3 billion in direct foreign
investment. Thus, the direct foreign investment apportioned
a significant part in the foreign fund. China also planned
to absorbed U. S.$ 5 billion to U. S.$ 7 billion direct
foreign investment in its seventh five-year plan. There is
about a 100% growth in the direct Foreign investment
comparing with the sixth five-year plan.
This growth in the direct foreign investment generates
great opportunity for the commerical lending market. The
banks and financial institutions, besides, consider to lend
low- interest loans to China. They can also consider to
lend funds to the foreign partners which should be more
profitable. Besides loans, banks may' also provide venture
capital to the foreign partners forming joint ventures or
fully foreign-owned enterprises. The banks can also provide
lease financing to the foreign partners participating in the
compensation trade, processing and assembling, and joint
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exploration.
Although the risk may be quite high for such kind of
lending, the banks may include the risk premium to the loan
to justify the investment. Moreover, the banks can also
selectively finance the foreign partners who have high
credit ratings and the type of joint ventures which can
probably promise a good return.
Besides direct lending to foreign partners, the banks
can also provide consultant services to their existing
clients who want to exlpore the China market, but without
first-hand information. Besides the service charges
received from the clients, the banks can also promote a
lending package to these clients. First, since the bank
have already investigated the relevant business before
recommendaing it to the clients, this can reduce the
probability of failure to a minimum extent. Second, the
bank has a pertient relationship between the clients, the
creditworthness of the clients should have been examined
and assured.
From the above perspectives, financing in the foreign
investment is a opportunity to the bank in the commercial
lending market.
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Commercial lending to China
Up to now, the Chinese enterprises are state-owned. The
capital of the enterprises are supplied by government. In
case that these enterprises want to raise funds from
financial institutions, the proposals are approved and
arranged by the government. From 1979 to 1983, the total
external loans for China amounted t o U. S.$ 14.6 billion.
The loans from foreign governments were U. S.$ 2.19 billion.
The loans which were used for commerical purposes amounted
to U. S.$ 11.41 billion. These external loans were mainly
loans from international financial institutions, buyers
credit, and loans on convertible currency through Bank of
China.
In its seventh five-year plan, China planned to borrow
U. S.$ 23 billion to U. S.$ 25 billion low-interest loans from
foreign government and financial institutions. From the
projection, it is estimated that 80% of these loans will be
borrowed from the financial institutions. Thus, we can see
that there is already a very big market for commercial
lending to domestic China.
Although the market is very large, there are obstacles
in the market. Firstly, China wants to borrow low-interest
44
loans, the financial institutions have to cut the profit
margin in order to obtain the contract. Secondly, the
Chinese enterprises are state-owned. When a financial
institution lend fund to a Chinese enterprise, it is
equivalent to lend to a single party- the Chinese
government. This equivalency limits the amount of loans a
financial institution lending to China as most financial
institutions post a maximum amount of lending to a single
borrower.
Nevertheless, the writer is optimistic about the market
since the Chinese enterprises have been granted autonomy for
their own operations. It is expected that borrowing
authority will be granted to the Chinese enterprises in
recent years.
Competition in the Commercial Lending Market
In 1985, some 60 foreign banks have representative
offices in Beijing and elsewhere in China. Recently, four
foreign banks- Hong Kong and Shanghai, Standard Chartered,
Bank of East Asia, and Oversea-Chinese Banking Corporation-
are permitted to take deposits and make loans in foreign
urrency within China. In the past, these banks, which were
allowed to retain their branches in Shanghai after the
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communist takeover in 1949, could only handle trade
settlements and foreign exchange remittamces from abroad.
At present, eight American banks have representative offices
in China.
At the present moment, the Japanese banks are still the
most active lenders in the commercial lending market. It is
because the Sino-Japanese trade volume is vast- Japan is
China's greatest trading partner. Moreover, Japanese banks
can offer competitive low-interest loans to China, and
therefore win many contracts. In 1984, the five leading
foreign banks in China were Bank of Tokyo, First Chicago,
BNP, Hong Kong Shanghai Bank, and Industrial Bank of
Japan.
Since the Sino-U.S. economic relationship improved in
recent years, the trade volume increased drastically. The
Sino-U. S. trade grew in 1984 and it is expected to contiunue
in the following years. This is an opportunity for the
American banks. As the imports and imports between. United
States and China increase, the U. S. companies need more
banking services, which are usually provided by American
banks.
In addition, China has access to low-rate long-terry
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financing from organizations such as World Bank, and the
International Monetary Fund besides substantial preferential
credit lines with a number of western governments and Japan.
So the prospects- for China being a major borrower from
foreign commercial sources in its sixth five-year planning
period are probably fairly limited. But this scenario will
not last very long China will resume heavy borrowing in its
seventh five-year plan.
In the short-term aspect, most banks are operating
either in a loss or break-even position. However, -looking
five or six year ahead, there will be significant
opportunities for major foreign financing activity. Hence
the China market .should be a place for long term investment,
not a short term investment.
47
Chapter V
OPINION SURVEY ON BANKERS FROM MAJOR
AMERICAN BANKS
General Information
There are about thiry American banks participating in
the China trade. Eight of them have representative offices
in Beijing or elsewhere. Among the studied banks, six banks
have representative offices in China. The earliest
representative office was set up in 1976 and the latest one
was in 1983.
Table 5. 1
YEAR OF ESTABLISHMENT OF











One of the studied banks was aware of China market in
1972. Most studied banks began the China business between
1976 and 1978, the period which China started economic
reform and adopted an open policy.
TABLE 5.2
YEAR FOR STUDIED BANKS BECOMING








The size of the PRC department in most of the studied
banks is relatively small. Some banks only have three to
four employees in the PRC departments. Among the eight
banks, two of them formed joint ventures with other banks
and China's institutions. One studied banks is planning to
form a joint venture. All the studied banks are conservative
relative to other, competitors, although two of them are
quite aggressive among the American hanks.
Types of Business in China
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The studied banks now concentrate on several types of
business, namely, correspondent banking, consultancy, trade
financing, tease financing, project Financing, shi p
financing and energy financing. four yanks are in
correspondent banking. Six banks provide con sultan c.y an d
other financial services to their clien Ls. All of the hanks
participate in the lending activities. Trade Finiincing and
project financing are two common type of lending. Five
banks are in trade financing and three banks are in project
financing. Besides these, some banks also involve in ship
financing and energy financing. Three banks stated tha t
they were only interested in large dea Is. Other banks
showed their interest in both large and small deal
50
TABLE 5.3
TYPES OF BUSINESS CONDUCTED
BY STUDIED BANKS IN THE CHINA MARKET










Most bankers agreed that China is a large market with a
tremendous potential. However, some of them are still
uncertain about the PRC market. The return on investment is
low. It is expensive for a hank to maintain a
representative office or carry out business in China.
However, most of them agreed that there are opportunities in
the long term. Another reason for the hesitation in the
entrance of the market is that the PRC market is still not
fully developed. Moreover, the banks do not have a clear
understanding of the China market. The hesitation hinders
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the workforce allocated to the market. Timis most of the
studied banks still operate in the market on a small scale.
Competition
The competition in the Pia r.ke,t. Ls very keen and Local
banks are advantageous because they are close to China, haave
more manpower, and know more about Foreign partners. The
local banks also provides banking services to the smaI
joint ventures, hence they can access the opportunities
more easily.
Japanese banks are also strong competi tors. They are
willing to take high risks. The Japanese banks are more
privilged in the export credit because la pan is the greatest
trading partner of China. Moreover, Japan is close to China
geographically and Culturally. These Factors put Japanese
banks in a superior position. Ties1 des Ja pan ese banks and
local banks, French banks are also very active in the market
since Sino-French trade isuite large in volume.
At present, (roost banks compete on price, i.e. the
interest rate, in order to win the contract. They do not
care about their return on asset and depend only on the
volume. However, some banks are still conservative and
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insist on an adequate return on assets. The insistance puts
thse banks in an inferior position and reduces their
competitive pwer.
Stengths of American Banks
In view of the fierce competition, the American Hanks
have several strength. First, the American banks have
extensive international networks. The international networks
are useful for the banks to link up the Foreign clients to
the PRC market. Second, their client base is very large and
thus the banks can introduce the PRC market to their
existing clients. Thirdly, the American banks are more
advanced in technology and experienced in the international
financial market. This can assist China to enter the
international financial market. Finally, each of the
American banks has its own strengths and specializations.
Some are specialized in energy financing and others are
specialised in ship financing. Each banks can position
itself according to its own strengths.
Prospectc
The PRC market is an integrated part of a bank's global
strategy. The degree of commitment to the market depends on
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the importance of the China ma rke t in a bank's gloha 1
strategy. Most banks like to open a branch in China for
providing full banking services to the China market, A nc1
incorporate it into a part of their worldwide network. Some
banks remain to act as a financial advisor and 'ead China to
the international financial market. Others want to form
joint venture banks or other variation of joint venture
companies as a means to enter the PRC market. In short, the
China market is bright and potential to most banks.
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CHAPTER VI
POSSIBLE ROLES OF AMERICAN BANKS IN
THE PRC COMMERCIAL LENDING MARKET
As China's economy will grow in the future, the
commerical lending market offers promising opportunities to
the foreign financial institutions. En tranIce to the market
is a wise move for most banks. However, China has
expectations on the performance of foreign banks. Only
business which are related to economic reform and benefical
to China are welcome. In order to capture the market
successfully, the American banks should adopt a role which
is benefical to both China and the banks. There are four
possible roles which American banks can play. A bank can
choose to be a financial advisor, a financial middleman, a
lender or a combination of the above.
Financial Advisor
In the role of financial advisor, the banks can provide
consultant services to both China and foreign clients.
Since China was sealed off from the other countries for
thirty years, She is inexperienced in the banking and
financial market. However, China needs to attract a huge
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amount of foreign capital for her economic development. She
is, therefore, anxious to learn about various forms of
financing, energy financing and ship Financing.
As the American banking system is Tully developed and
advanced, the banks are able to trans( er their high banking
technology and management skills to China. By performing
this role, the banks are able to establish jhia rinon i.ou s
rapport and business relationships with Chinaai.
On the other hand, the China market is also strange to
the foreign investors. The banks thus can provide advisory
services to their clients who have an interest in the Ch-iina
market. This significant role is henefical to all the three
parties and puts the American banks in a more superior
position than banks from other countries.
Finan i ca l Middleman
China, at all the time, tries to access the low-interest
loans from World Bank, International M on eta ry Fund, and the
international fianii cia1 market. In 1984, China la tin_hecl two
bond issues to the international market. As a fait, China
is reluctant to borrow high-interest loa s. TI-iis scenario
may be changed in the future, but it is unlikely to change
in the near future.
In order to satisfy this particular need, an American
bank can act as a financial middleman and help China to
launch bonds or other debentures to the international
financial market. Although the other banks, such as
Japanese banks already helped China launch bonds to the
market, the American banks have extensive an international
network and large client bases. They can be at a more
advantageous position than the other banks.
Lender
Another role that American banks can play is that of
lender. However, China is reluctant to borrow high-interest
loans from the banks. The market is still very narrow. The
possible .fields of business are trade financing, lease
financing, and project financing. Another alternative for
the American banks is to lending to a foreign partner of the
joint ventures. The American banks can also finance their
existing clients who have an interest in the China market.
Finally, it is possible for American banks to pursue any




So far from the discussion, the PRC commercial lending
market is highly recommended For the American banks.
However, The American banks should clarify and understand
their role in China. The kind of role taken by the bank, of
course, depends on the strengths, the company policy, and
the global strategy of the bank. But it is recommennded tha t
advisory role and middleman is sui table for the American
banks in short run. By performing this role, the banks can
satisfy the urgent needs of China, help China import
high-tech products and improve the Chinese economy. In the
long run, the banks can pursue the lender role and middleman
role as the PRC commercial lending market becomes rmmore
mature and fully developed. It is more likely that C hina
will expand its credits and borrow heavily from abroad.
In order to play their role succe.ss`u1ly, the American
banks should also carry out the i.mplefn enatati on plans
cautiously. As China hers allowed foreign banks to open
branch in China, it is advisable for the American banks to
open their branches. The presence of a branch can provide a
good contact point for the foreign bank. It can also
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facilitate the banks to provide full banking services to
China and foreign customers. If the problems of cooperation
can be overcome, it is also advisable for Amercian banks to
establish a joint venture bank. By the presence of a
Chinese partner,, the joint venture hank is more likely to
break the bureaucratic barriers, which are very common in
China. Moreover, the Chinese partner also know more deeply
about the mentality and tradition of Chinese. at present,
Amercian banks may still continue to maintain representative
office in China. But the representative offices is unlikely
to handle the huge growth in business volume. Conclusively,
the prospects of American banks in the PRC commercial
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My name is Francis Chan, I am a second-year MBA student from the
Two-year Full-time MBA Programme of The Chinese University of Hong Kong.
I am now conducting a research project on the commercial lending market
of People Republic of China. The research topic is The Role of
American Banks in the PRC Commercial Lending Market. This is a
research project to fulfill the requirement for graduation.
The Survey will cover ten well-known banks in Hong Kong. The scope
of study includes a description of the PRC commercial lending market,
the present role of foreign banks in the market, the contribution of the
foreign banks to PRC economy, the opportunities and threats of the
market to the foreign banks, the strengths and weaknesses of the foreign
banks against PRC banks, and the role of foreign banks in the future.
The study will be carried in early March, I would be grateful if
you would grant me forty-five minutes of your time. I shall telephone
you on 27th February for your reply. If you are-busy on that day, you
can leave a message with your secretary. After the completion of the
project, I shall send you a copy of the findings on this research
project.
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